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ANSWER ONLY THREE (3) OF THE FOUR (4) QUESTIONS 


EACH IN A SEPARATE BOOKLET, CLEARLY STATING WHICH QUESTION IT IS 


QUESTION 1 


Chan, Jedda and Kirra are directors and shareholders of Masterton Property Pty Ltd (MP), 
a property development company that renovates and re-leases existing buildings. Chan 
and Jedda are brothers. Jedda and Kirra are friends and partners in an accounting firm. 
The total number of issued shares in MP is 6000 ordinary shares. Chan, Jedda and Kirra 
each hold 2000 shares. All the shares are fully paid. 


MP has been very successful but has not paid any dividends to its members for the last two 
years. Profits have instead been invested in further development projects. Chan’s wife has 
recently died and he is very short of money to look after his three young children. He 
approaches Jedda and Kirra and asks them to consider whether MP could begin to pay 
dividends again to its members. Jedda and Kirra refuse to consider Chan’s request as it would 
upset the long-term goals of MP’s business plan. Chan is upset by this response and 
announces that he wants to sell his shares. Jedda and Kirra refuse to buy his shares and 
demand that Chan resign as a director because he has lost his objectivity. Chan resigns 
reluctantly. He asks to see MP’s most recent set of financial statements. Jedda and Kirra 
refuse to provide the information. Chan discovers accidentally that MP has been paying large 
management fees to Jedda and Kirra’s accounting firm. Chan consults you as his legal 
adviser. 


Advise Chan on both (a) and (b): 


(a) Have Jedda and Kirra breached their duties under the general law and the 
Corporations Act 2001 (Cth)? 

(b) What remedy, if any, may Chan seek against them under the general law and 
the Corporations Act 2001 (Cth)? 
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QUESTION 2 


Alba is the managing director of Natural Choice Pty Ltd (NC), a profitable company 
specialising in manufacturing and selling anti-aging organic skin care and hair care products 
in Australia. The target market for NC’s products consists of women between the ages of 35 
and 75 years. 


While Alba is having her hair cut, she chats to her hairdresser, Monty. Monty asks Alba 
whether her company would be interested in helping him to market a new organic hair 
shampoo called ‘Miracle Shampoo’. Monty claims that the shampoo minimises male hair 
loss. 


Alba tells Monty that her company would not be interested because it sells women’s 
products only. She offers to help Monty herself. Monty agrees. Alba and Monty set up a 
company called Miracle Hair Shampoo Pty Ltd (MHS) and become its directors and 
members. Alba is the majority member. The company is an overnight success. 


At a board meeting of NC six months later, Alba proposes that NC enters into a long-term 
contract with MHS to buy supplies of the organic hair shampoo for re-sale. The board 
agrees and, as part of the contract, Alba negotiates with the board that she will be paid a 
small commission on each sale because she drew the board’s attention to this new product 
opportunity. NC makes substantial profits from selling the shampoo overseas. 


When the NC board of directors learns that Alba is the majority member in MHS, they seek 
your advice. 


Advise the NC board of directors on both (a) and (b): 


(a) | Has Alba breached any of her duties owed to NC under the general law and the 
Corporations Act 2001 (Cth)? 

(b) What remedy, if any, may NC seek against Alba under the general law and the 
Corporations Act 2001 (Cth)? 
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QUESTION 3 


Green Energy Ltd (GE), a publicly listed company incorporated in Australia, that deals in 
clean energy by offering an online system for buying and selling electricity and natural gas, 
along with energy transportation services. In addition, to make participation in GE’s market 
more attractive, the company offers its customers ‘risk management’ products that allow 
customers to buy financial contracts to protect themselves against price fluctuations. Itis a 
brilliant business model that has won GE recognition as the most innovative Australian 
company by the Clean Energy Council, for three consecutive years. 


The success of GE has attracted competitors offering similar energy trading systems. Even 
as GE’s revenues continue to grow impressively, its net income has grown more slowly. 
GE’s margins are shrinking. In response, the GE board of directors proposes a bold 
strategy. The company will expand its energy trading operations to other countries and 
begin to trade non-energy commodities, as well. Although the company has no experience 
in these areas, the hope is that techniques used for energy trading in Australia can be used 
in other countries and in non-energy markets such as pulp and paper, steel, even 
telecommunications bandwidth. After some deliberations, the GE board approves the 
expansion plan. 


The company spends $1.2 billion on a fibre optic network to run the company’s expanded 
trading system. Despite the state-of-the-art computer network and 1000 new employees, 
the expansion project shows no signs of profitability. Six months after the expansion plan is 
put into effect, the company’s shares have lost 50 percent of their value. 


Maya, a GE shareholder, learns of the board’s approval of the expansion and thinks it is a 
huge business mistake. Maya wants to initiate court proceedings to stop the expansion. 


Answer both (a) and (b): 


(a) Have the directors of GE breached any of their duties under the general law and 
the Corporations Act 2001 (Cth)? 

(b) What remedy, if any, may Maya seek against the GE directors under the general 
law and the Corporations Act 2001 (Cth)? 
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QUESTION 4 


Express Transport Ltd (ETL) is a public company conducting a trucking business in NSW. On 
30 June 2016, its board of directors voted to declare a cash dividend of $500 000 from the 
earned surplus and to borrow $1 million to finance an advertising campaign by issuing 
debentures to be purchased at face value by Realco Pty Ltd (Realco), a proprietary company 
conducting a real estate business in Sydney. ETL owns 80 percent of the shares of Realco. 
ETL’s directors are also the directors of Realco. 


An hour after the ETL board meeting, the Realco board of directors met and voted not to 
declare any dividend despite the fact that Realco had a sufficient surplus from which such a 
dividend could be paid. At the same time, the Realco board voted to purchase the ETL 
debentures at face value, even though previously issued ETL debentures with the same terms 
were selling on the open securities market at 80 percent of face value. The constitution of 
Realco expressly provides that the votes of ‘interested’ directors may count toward a quorum 
and that ‘interested’ directors may vote on transactions that relate to the interest. 


Two months after its dividend distribution, ETL became insolvent. In October 2016, a liquidator 
was appointed to ETL. An investigation of the ETL’s business affairs by the liquidator 
disclosed that: 


1. Areport by a specially hired management consulting firm, presented to each director of 
ETL before the June 30 board meeting, predicted ETL’s insolvency unless all available 
capital was allocated to the purchase of new trucks; and 

2. Only five of the fifteen ETL directors actually read the report. 


Advise the liquidator on both (a) and (b): 


(a) Have the directors of ETL and Realco breached any of their duties owed to ETL 
and Realco under the general law and the Corporations Act 2001 (Cth)? 

(b) What remedy, if any, may the liquidator seek against them under the general law 
and the Corporations Act 2001 (Cth)? 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


